THE ASSOCIATION BETWEEN GENDER-DIVERSE
COMPENSATION COMMITTEES AND CEO
COMPENSATION

Abstract

We examine the association between gender-diverse compensation committees and CEO pay
and find that CEO compensation levels are negatively associated with gender-diversity of the
compensation committee, but not gender-diversity of the board. Furthermore, we find that excess
CEO compensation is negatively related to subsequent return on assets for firms with an all-male
compensation committee but not for firms with a gender-diverse compensation committee. These
results suggest that CEOs do receive some level of excess compensation which can be mitigated by

having one or more females on the compensation committee.
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1. INTRODUCTION

There is a global trend by policy makers and regulators to increase women on boards.
Some European countries including Norway, Spain and France have sought to implement
gender quotas, others use networking and mentoring programmes to quicken women's rise to
the top.? The academic community has responded to this global trend by providing evidence
on the differences between male and female directors, and/or the effect of gender-diversity on
different corporate decisions. We build on this literature by investigating the economic
consequences of gender-diversity in the context of CEO compensation. Specifically, our
objectives are to provide evidence on: (i) the association between gender-diverse
compensation committees and levels of CEO compensation, and (ii) the effect of gender-
diverse compensation committees on the association between firm performance and 'excess'

CEO compensation.?

This study contributes to the current debate on executive compensation levels and
structures. Executive compensation levels have undergone renewed scrutiny following the
global financial crisis and are criticised for encouraging excessive risk taking.® As a result,
legislation has been proposed or enacted which restricts the level and proportion of the
components of executive pay.* This study contributes to these professional debates by

providing evidence on the association between firms with a gender-diverse compensation

! Norway maintains a mandatory gender quota of 40%, Spain of 40% by 2015, and France is to introduce 50%
by 2015. More recently, the European commission is seeking to implement a 40% female-quota for company
boards across Europe, which is being opposed by eight countries including Britain, the Czech Republic,
Hungary and Malta (Traynor 2012).
2 'Excess' compensation is compensation above what can be explained by economic determinants (e.g. Core,
Guay and Larcker 2008, and Core, Holthausen and Larcker 1999).
3 For example see Cuomo (2009) and Parsons and Puzzanghera (2009).
4 See Weisman and Lublin (2009) and Schuman (2010) for some U.S. examples and Murphy (2010) for
proposed changes in Europe. There is also legislation introduced in March 2013 in Switzerland which mandates
that CEOs' incentive payments cannot be greater than a marked percent of their base compensation. And more
recently, Say on Pay legislation is being implemented in numerous countries (see for example, Burns and
Minnick (2013), Correa and Lel (2013), Cunat et al. (2013), and Kimbro and Xu (2013)).
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committee and CEO compensation. Our results suggest that gender-diverse compensation

committees may be one possible way of reducing excess CEO compensation levels.

To date, we are not aware of any direct empirical evidence on the association between
CEO compensation and gender-diversity of the compensation committee. However, there are
a number of related studies which focus on some aspects of CEO compensation levels or
excess compensation, and some characteristics of the compensation committee and/or board.
For example, Daily et al. (1998) examine the governance characteristics of compensation
committees and report evidence that boards are not captured by CEOs. Similarly, Anderson
and Bizjak (2003) provide evidence that there is no association between CEO pay structures
or levels and compensation committee independence. Core et al. (1999) document that CEOs
who are also chairman of the board receive excess compensation, and Adams and Ferreira
(2009) find that board level gender-diversity is unrelated to both total CEO compensation and

the percentage of CEO pay that is incentive based.

We provide evidence on the association between gender-diversity of the
compensation committee and CEO compensation. In this study we focus on gender-diversity
of the compensation committee rather than the board because it is this board subcommittee
which negotiates and determines executive compensation levels. Second, we expect that
gender diversity of the compensation committee may be related to CEO compensation levels
based of recent evidence which documents positive consequences arising from board gender-
diversity. For example, firms with gender-diverse boards have Dbetter stock price
informativeness (Gul et al. 2011), higher earnings quality (Srinidhi et al. 2011), make better

merger and acquisition (M&A) decisions (Levi et al. 2014), and have greater corporate social



performance or responsibility (e.g. Bear, Rahman and Post 2010; Boulouta 2013; Zhang, Zhu

and Ding 2013).°

A possible explanation for the positive effect of board gender diversity is that it
results in different group dynamics during meetings. For example, Huse and Solberg (2006)
document that both women and men need to understand the power game played by board
members, form alliances, spend time on preparation, and be present at the decision making
avenues. Their study shows that these dynamics are not gender neutral. Adams and Funk
(2012) in a recent study found that whilst female directors are more benevolent and less

power oriented, they are less traditional and security-oriented than their male counterparts.

An alternative plausible explanation for the above evidence on gender-diverse boards
is that women are more likely to have a greater input into the board process by attending
more meetings, by being more likely to join subcommittees of the board, and even
influencing men's board attendance (Adams and Ferreira 2009). Finally, Konrad et al. (2008)
find that women ask tougher questions and note numerous instances where female directors
are alone in questioning the CEO's compensation or voting no on compensation issues.
Therefore, we expect that during meetings of the compensation committee female directors
raise questions that male directors are unwilling to ask, thus prompting greater discussion and

analysis of the compensation contract.

While there is no qualitative evidence as to why women ask the ‘tougher' questions, a
possible explanation is that female directors feel more secure in their position because they

have had to work harder to attain their board seat (Eagly and Carli 2003), or because the firm

5 Krishnan and Parsons (2008) also document a positive relation between gender-diversity of senior
management and earnings quality. However, the relation between gender-diversity and firm performance
remains mixed (e.g. Campbell and Minguez-Vera 2008; Adams and Ferreira 2009; Joecks, Pull and Vetter 2013;
Chapple and Humphrey 2014).
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faces pressure from stakeholders and regulators to maintain one or more female directors on
the board. Therefore, female directors may not feel indebted to the CEO and are less likely to
be captured. For example, Konrad et al. (2008, p160) quote a male CEO from a Fortune 1000
firm stating "Men — CEOs — are still putting on boards those they know and are comfortable
with... packing it with their friends... women are perceived as more outsiders. They are not
the typical CEO playing golf on a weekend and socializing together outside the office".
Taking the above considerations together we expect that gender-diverse compensation
committees are less likely to be captured by the CEO and hence are less likely to pay
excessive compensation. Hence, our first prediction is that there is a negative association

between gender-diversity of the compensation committee and levels of CEO compensation.

We are also not aware of any analytical or empirical research which provides a direct
framework or evidence on the association between gender-diverse compensation committees,
excess CEO compensation and firm performance. However, there are a number of important
empirical papers which provide insights into related issues. For example, the empirical
evidence of Core et al. (1999) suggests that CEO compensation contracts are 'suboptimal’
with respect to the corporate governance characteristics of the firm, and that CEOs are able to
obtain excess compensation. They also find that excess compensation (that is compensation
beyond what the economic characteristics of the firm would predict) is negatively related to
firm performance. Larcker et al. (2007) groups corporate governance into several general
categories and finds that some board characteristics (e.g. having a lead director) are positively
associated with future excess stock market performance (however, their board characteristics
do not include gender-diversity). Sun et al. (2009) also find a positive association between an
interaction term based on a corporate governance score with equity-based compensation and

firm performance. However, their corporate governance score does not include a gender-



diversity measure and their evidence relates to compensation levels not to excess

compensation.

If gender-diverse compensation committees are less prone to being captured by CEOs
(for the reasons discussed previously) and thus associated with lower levels of excess CEO
compensation, our second prediction is that excess CEO compensation in these firms has no

performance consequences because CEOs are appropriately incentivised.

2. RESEARCH DESIGN
2.1 Research method for testing the association between compensation level and gender-

diversity of the compensation committee.

To demonstrate the importance of focusing on the characteristics of board
subcommittees rather than the board itself, we first test the association between board gender-
diversity and CEO compensation levels similar to Adams and Ferreira (2009). Second, we
test the association between compensation committee gender-diversity and CEO
compensation levels. The following ordinary least-squares model (OLS) is estimated based

on our total sample:

Compit = B, + p1Femdir (F_ccompi)+ 3 B; Governance characteristicsit

+ Y B CEO characteristicsi ~ + >, 5;Economic characteristicsit

+ Y B Industry Indicatorsi  + 3 5, Year Indicatorsit + it (1)

The dependent variable (Comp) represents the level of CEO annual compensation and
is examined alternately using three different measures: total annual compensation, equity

compensation and annual bonus. Total annual compensation is measured using the natural



logarithm of Execucomp’'s TDC1. This comprises: the CEO's salary, bonus, other annual
compensation, the total value of restricted stock granted, the total value of stock options
granted (using Black-Scholes), long-term incentive payouts and all other total (in thousands
of dollars). Equity compensation is the natural logarithm of the dollar value of restricted
stock granted and options granted. Bonus is the dollar value of bonuses earned during the
fiscal year (in thousands of dollars). The experimental variables Femdir and F_ccomp, are
indicator variables equal to one if there is one or more female directors on the board or
compensation committee respectively. Alternative measures are also used in separate
regressions which incorporate the percentage of female directors on a board or compensation
committee (i.e. the extent to which the board or compensation committee is gender-diverse,
Femdir% and F_ccomp%). The coefficient on F_ccomp (F_ccomp%) is expected to be
negative and significant. The coefficient on Femdir (Femdir%) is expected to be insignificant
however, since compensation decisions are a function of the compensation committee and not
the board of directors. The remaining independent variables represent controls for
governance, CEO and economic characteristics including industry and year indicators

(outlined below).

2.1.1 Corporate Governance Controls

We include controls for governance characteristics predicted to be associated with
CEO compensation. The first control is for board size (Bdsize) as larger boards are expected
to be less effective monitors (Jensen 1993; Yermack 1996). The second control is the
percentage of directors who are independent (Inddirs%). Independent directors are deemed
more effective monitors due to greater reputational costs (Fama and Jensen 1983; Coles et al.
2008). However, evidence exists consistent with board capture theory, suggesting that

independent directors do not necessarily seek to maximize shareholder value (e.g. Core et al.
7



1999). By including this control, we cater for the case that female directors may self-select to
boards that are more independent or increase the number of independent directors appointed
to boards on which they serve. Third, we include an indicator variable (Indcompcom) equal to
one if the compensation committee is comprised wholly of independent directors, O

otherwise.

2.1.2 CEO characteristics

The model also controls for CEO characteristics which reflect managerial power and
experience. The first is CEO tenure, measured as the natural logarithm of the number of years
of service of the current CEO (Log(CEO _tenure)). The longer the CEO tenure, the greater the
expected influence over the board. The second is an indicator variable equal to one if the
CEO is also the chair of the board (CEQO_chair), 0 otherwise. CEOs that are chair of their
board are expected to receive higher compensation due to greater power over the board
(Bebchuk et al. 2002, 2003; Grinstein and Hribar 2004) Further, CEOs that are also
chairperson may receive higher compensation due to their holding two roles. The third, is an
indicator variable equal to one if it is the CEO's first year of service at that firm
(CEO firstyear), 0 otherwise. CEOs new to a firm may receive higher compensation during
that year due to sign on bonuses, or lower compensation due to performance incentives that
are not realized until future years. The fourth control is an indicator variable equal to one if
the CEO owns 5% or more of the company's stock (CEO5pct) and 0O otherwise. CEOs that
have a higher portion of their wealth tied to the performance of the company are expected to

act in a manner congruent with shareholders' interests and thus less likely to extract rents.

2.1.3 Economic controls



Controls are included for economic characteristics of the firm consistent with those

documented in the compensation literature. Also included are industry and year indicators.

It has been documented that large and complex firms pay their executives more than
smaller firms due to a greater demand for talent (Smith and Watts 1992). Therefore, firm size
and complexity is controlled for using the natural logarithm of total sales revenue
(Log(Sale)). As a control for firms' investment opportunities, we employ the book-to-market
ratio (BMV). Companies with greater investment opportunities are associated with a higher
demand for CEO talent and thus higher compensation (Murphy 1985). Because BMV s used,
as opposed to the market-to-book ratio, the expected sign of the coefficient is negative (as a
higher BMV indicates fewer investment opportunities). We also include firms’ leverage (DE)
measured as average total liabilities divided by average total assets. The level of executive
pay is a function of firm performance (Core et al. 1999), therefore, controls are included for
accounting and market measures of performance. The accounting measure is return on assets
(ROA) and the market measure is the company's annual stock return on common stock (RET).
Firm risk is also expected to affect the level of CEO compensation but the direction is
unclear.® Consistent with prior studies, firm risk is controlled for using the standard deviation
of common stock returns (Log(Std3RET)) and the standard deviation of return on assets

measured over the prior three years (Log(Std3ROA)).’

2.2 Research Method to examine the Association between Excess CEO Compensation

and Firm Performance

To examine the association between excess CEO compensation and firm

performance, we follow the methodology of Core et al. (1999; 2008). First, we estimate

® See for example, Core et al. (1999) and Smith and Watts (1992).
" The natural logarithm of these measures is used due to a positively skewed distribution.



expected total compensation using equation (2) which is based on the economic
characteristics of the firm as demonstrated in the efficient contracting and compensation

literature.
Ln(Totalcomp)ic = B, + B,Log(Sale)ii+ B, BMVit + B3 DEit + 8, RETi
+ Bs ROA + B¢ Log(Std3RET)ii+ B, Log(Std3ROA)i+ Bg Log(CEO_tenure)i;
+ > B Industry Indicators; + € (2)

Equation (2) is estimated using annual cross-sectional OLS regressions. Expected

compensation is equal to the exponential value of Equation (2).

Excess compensation is computed by taking the difference between actual and

expected compensation (Core et al 1999; 2008)8:
%Excessit = Ln(Total Compensation;)) — Ln(Expected Compensationi) (€))

We then examine the association between excess CEO compensation and subsequent
firm-performance.® Firm-performance is the return on assets for the subsequent one-year,
two-years and average of the three-years after compensation is awarded. The following OLS
regression is estimated separately for firms with an all-male compensation committee,

gender-diverse compensation committee and then the pooled sample:

ROAt+1i = 6, + 8; %Excessi + &, Log(Sale)i + 85 BMVy + §,Log(Std3ROA):

+ 6;_, Industry Indicatorsi + §;_, Year Indicators; + & 4)

8 CEOs may receive excess compensation both as a reward for past performance and an incentive for future
performance. We test the incentive aspect of CEO compensation as the reward component is incorporated by
our method of estimating expected compensation shown in equation 2.
9 We also test the association between gender-diverse compensation committees and levels of excess
compensation, discussed in section 4.4 Further Tests.
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ROA is replaced with subsequent one-year (ROAL), two-year (ROAZ2), and three year
average ROA (avgROAZ3). Controls are included for factors which may predict subsequent
ROA including sales (Log(Sale)), book-to-market value (BMV), and risk (Log(Std3ROA))
measured at t-1, as well as industry and year indicators. For tests on the total sample an
interaction term is included for firms which have a gender-diverse compensation committees

(F_ccomp) and %EXxcess.

3. SAMPLE AND DATA

The sample comprises of U.S. listed firms contained in The Corporate Library,
Compustat Fundamentals Annual and Execucomp databases for the fiscal years 2002 to 2009.
Observations are deleted if they report no data for the compensation committee as this
indicates either missing data or that the firm-year does not have a compensation committee.
This resulted in 113 deletions. Also deleted are observations missing CEO compensation data
or data required for the control variables, and 105 observations for which total CEO
compensation is less than $1.2° The remaining sample results in 9,398 firm-years.!! Table 1
illustrates the sample. Panel A provides a breakdown of firms by year and Panel B displays
the frequency of firms classified by industry with at least one female director on the

compensation committee.
(Insert Table 1 about here)

The sample is not dominated by any particular year and no specific industry is driving
the number of firms with gender-diverse compensation committees. The percentage of firms

with a gender-diverse compensation committee varies within industry from 17.72% for the

10 These observations are either data errors or unusual circumstances. The next lowest value for total CEO
compensation is $1,180.
1 The sample is reduced to 7,552 observations for tests on equity compensation due to the removal of firms for
which equity data is missing or equal to zero.
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Energy sector to 60.04% for Consumer Staples. Of the total sample, approximately 37% of

firms have a gender-diverse compensation committee (Panel B).

3.1 Descriptive Statistics

Table 2 provides descriptive statistics for the total sample.*?
(Insert Table 2 about here)

The average board size is 9.36 and on average 10% of directors are female. Across the
sample the average compensation committee size is 3.58 and 11% of compensation
committee members are female, however most firms have no female compensation
committee members. Approximately 72% of directors are independent and most
compensation committees are comprised wholly of independent directors. The average CEO
tenure is just above eight years and 61% of CEOs are also the chair of their board. It is the
CEO?’s first year of service for 5% of the sample and only 9% of CEQOs own five percent or
more of the company's shares. Sales, total assets and market value are all positively skewed

indicating that the majority of the sample are large companies.®
Table 3 displays the correlation matrix for all variables included in the analyses.
(Insert Table 3 about here)

The largest correlation that exists between variables used in the same regression is that of
Sale with Total Compensation (0.41), and BMV with ROA (0.58). VIF and Tolerance

analyses on regressions confirm that there are no multicollinearity concerns.

2 The descriptive statistics are shown prior to winsorizing the economic control variables at the 0.05 and 99.5
percentiles to remove the effect of significant outliers/data errors.
13 This is expected due to the Compustat database being biased towards large listed firms.

12



4. RESULTS
4.1 CEO Compensation and Gender-Diversity of Boards and Compensation

Committees

Table 4 reports the results for the analysis of the association between gender-diverse
boards and CEO compensation using Equation (1). The number of observations having a
gender-diverse board but not compensation committee is 5,958.14 It is important to exclude
firms that have a gender-diverse compensation committee in order to determine if it is
gender-diversity of the board or gender-diversity of the compensation committee that matters

in this context.
(Insert Table 4 about here)

Total compensation and equity are tested using OLS regressions and bonus is tested
using a Tobit regression.’™ Where heteroskedasticity is present, t-statistics are adjusted based
on White's (1980) heteroskedasticity-adjusted standard errors. The adjusted R-squared of the
OLS regressions is 40.91% for total compensation and 32.12% for equity, indicating

reasonable explanatory power of the models.

The first three columns present regressions of total compensation, equity and bonus
using an indicator variable (Femdir) to capture gender-diverse boards. The last three columns
repeat these tests using a continuous measure for the fraction of the board that consists of
female directors (Femdir%). The variables measuring gender-diversity of the boards are not

statistically significant for total compensation or equity, indicating that there is no association

14 For tests on equity the sample reduces to 4,690 observations as we exclude firms for which equity data is
missing or equal to zero.
15 Tobit regression is used for bonus due to the large number of zero bonuses in the sample. We also use rank
regressions to test the robustness of results and then OLS regressions after having deleted zero bonus firms. The
results do not change.
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between gender-diverse boards and these measures of CEO compensation. These results are
consistent with those of Adams and Ferreira (2009) who also do not find statistically reliable
evidence of an association between gender-diverse boards and CEO compensation. For
bonus, the gender-diverse variables are negative and significant, however almost half the

sample consists of firms that awarded no bonus to the CEO.

Table 5 repeats the same regressions now focusing on gender-diversity of the

compensation committee.

(Insert Table 5 about here)

Again we use an indicator variable (columns 1-3) and a continuous variable (columns
4-6) to measure gender-diversity of the compensation committee. Across all columns we find
that the different measures of gender-diversity of the compensation committee (F_ccomp and
F_ccomp%) are significant and negative. These results are not only statistically significant
but are also economically significant, indicating a reduction in total compensation of
$196,810 (column 1) and a reduction in equity-based compensation of $163,641 (column 2).
In columns 3 and 6, we test if gender-diversity on the compensation committee is related to
bonuses paid to CEOs. The results of these regressions confirm the findings on total CEO
compensation as the coefficients are again negative and significant (t = -3.85 and t = -4.03

respectively).

The control variables in Table 5 which are significant in the models are in line with
the findings of prior studies (see for example, Core et al. 1999, and Chalmers et al. 2006). Of
the governance characteristics, the coefficient on the fraction of directors that are independent
is positive and significant for total compensation and equity but not bonus. The independence

of the compensation committee is positive and significant for bonuses but not total
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compensation or equity. These findings are not unlike those found by Wade et al. (1990) and

Core et al. (1999).

Of the CEO characteristic controls, CEO tenure is not associated with total
compensation or equity but is positive and significant for bonus. CEOs who are also the chair
of their board receive significantly higher compensation on all measures, reflecting either the
additional functions of the Chairman role or managerial power. First-time CEOs to the
company receive higher equity pay and bonuses, reflective of incentives to perform well in
future years. CEOs who own five percent or more of the company's stock receive less
compensation on all three measures, consistent with the view of tying a CEO's wealth to the

performance of the company to reduce agency conflicts.

Of the economic variables, large and complex firms pay their CEOs higher
compensation, and firms with few investment opportunities pay their CEOs lower total
compensation and equity, but higher bonuses. Total compensation and performance bonus
appear to be associated with stock market returns as indicated by the positive and significant
coefficient on RET. However, equity compensation is negatively associated with current
market returns which reflect the fact that equity compensation is used to provide incentives
for future performance and not given as a reward for current performance. Return on assets
(ROA) is also positive and significant for bonus but negative and significant for equity
compensation. Greater risk as indicated by a larger standard deviation of performance
measures is associated with higher total compensation and equity compensation. Leverage
(DE) does not appear to be associated with CEO compensation. These results are consistent

with previous findings of Core et al. (1999) and Core et al. (2008).

4.1.2 Propensity Score Matching
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A possible concern with the findings presented in Table 5 is self-selection bias. That
is, the characteristics of firms with and without a gender-diverse compensation committee
differ and it is these characteristics which are associated with lower levels of CEO
compensation. To examine whether this is the case, Equation (1) is also tested on a
subsample of firms matched within industry and year using a propensity score procedure.®
The matching is based on the probability of having at least one female director on the
compensation committee (the treatment variable) depending upon firm size (Sale), board size
(Bdsize) and the percentage of female directors on the board (Femdir%). Firm size and board
size are used due to evidence suggesting that female directors self-select to larger firms or
that larger firms face greater pressure to include a female director on the board.!’ It is
necessary to control for the percentage of female directors on the board because the
likelihood of having a female director on the compensation committee increases as women
represent a greater proportion of the board. There are no prior theoretical arguments or
empirical evidence to include any other economic or governance variables. Nevertheless, as
an additional test we perform the propensity score procedure including all governance, CEO
and economic variables in the logit regression. Results are unchanged using this subsample.

Table 6 displays the descriptive statistics of the matched subsample.*®
(Insert Table 6 about here)

The sample is reduced to 3,848 observations due to the unavailability of a matched

firm for every firm-year observation. Bdsize and Femdir% are similar across the samples

18 This involves estimating a yearly logit regression that models the probability of having a female on the
compensation committee. See Rosenbaum (2001) for an overview of the procedure and applications,
Rosenbaum and Rubin (1983) for a detailed theoretical discussion, and Armstrong et al. (2012) for a discussion
and example of the procedure.
17 See Adams and Ferriera (2009), Carter et al. (2003) and Farrell and Hersch (2005).
18 n nearly all of the matching regressions used in the propensity score procedure sales is insignificant. The
percentage of female directors on the board and board size are positive and significant.
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indicating that both the treatment and control groups have gender-diversity of the board but
differ in the gender-diversity of the compensation committee. A Wilcoxon-Mann-Whitney
test on the medians confirms that no statistically significant differences exist between these
variables. Sale is larger for the gender-diverse subsample which works against documenting a
negative relation between gender-diverse compensation committees and CEO compensation

levels (given that compensation is also driven by size).

Table 7 displays the results of estimating Equation (1) for the matched subsample.

(Insert Table 7 about here)

Again the coefficient on F_ccomp (F_ccomp%) is negative and significant for total
compensation (p<0.05) and equity (P<0.10). The economic significance to CEOs of having
one or more female directors on the compensation committee is a reduction in total
compensation of approximately $237,996 and a reduction in equity of $203,698 (columns 1
and 2, respectively). For bonus (columns 3 and 6) the coefficients on both gender-diversity
measures are no-longer significant. The coefficients on control variables are similar to those

reported in Table 4 using the total sample.

In summary, the results in Tables 5 and 7 indicate that CEO compensation is
determined by the economic characteristics of the firm as well as by some other director
characteristics and governance variables, including gender-diversity of the compensation

committee.

4.2 Excess CEO Compensation and Firm Performance

To examine the association between excess compensation and subsequent firm

performance we remove observations with missing data and are left with a sample of 6,264
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firm-years. We also remove from the sample those firms where the CEO retires in any one of
the subsequent years over which the firm's performance is measured. CEOs that are retiring
soon and newly hired CEOs have greater incentives to engage in earnings management. After
the removal of these observations, the final sample for these tests is a total of 4,418 firm-

years. The results of estimating equation 4 are reported in Table 8.

(Insert Table 8 about here)

Results are reported for firms with an all-male compensation committee, gender-
diverse compensation committee, and then the pooled sample. The adjusted R-squares range
from approximately 32% to 58% across the tests and the F-stats are significant (ranging from
42.85 to 221.58). Table 8 shows that excess compensation is negatively associated with
subsequent return on assets for firms with an all-male compensation committee. The
coefficient is negative and significant, ranging from -0.004 to -0.007 (p<0.01). However,
excess compensation is not related to subsequent ROA for firms with a gender-diverse
compensation committee. The coefficient ranges from -0.001 to 0.002 but is not significant.
For the pooled sample, %Excess is negative and significant (-0.004 to -0.007, p<0.01) and the
interaction term between gender-diverse compensation committees (F_ccomp) and %Excess
is positive and significant for ROAL and avgROA3 (0.006, p<0.05). This result suggests that
gender-diversity of the compensation committee mitigates the negative relation between
excess compensation and subsequent return on assets. All control variables are significant
and in the predicted direction, indicating that firms with a larger BMV and greater risk
(log(Std3ROA)) generate lower return on assets, while larger firms indicated by Log(Sales)
generate a higher return on assets. Together, these results provide some evidence that excess
compensation results in a lower subsequent return on assets and that gender-diverse

compensation committees appear to moderate the negative effects of excess compensation.
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4.4 Further Tests

We employ a number of additional tests to ascertain the robustness of the models.
First, we model a Hausman test to test for the presence of endogeneity (Hausman, 1978). The
Hausman test indicates that endogeneity is not an issue, which is consistent with the intuition
that whilst women may self-select which companies they join as directors; there is no self-
selection issue with respect to compensation committees (Kenser 1998; Bilimoria and Piderit
1994). Results remain unchanged after: clustering standard errors by firm, the deletion of
firms belonging to the financial services industry,’® the use of rank regressions as an
alternative to Tobit regressions for bonus, the use of OLS regressions after deleting
observations with zero bonus, including additional governance variables (busy directors, grey
directors, directors who are active CEOs of other companies, and if the firm has an
institutional majority shareholder) and testing only independent female directors on the

compensation committee.?

Additionally, tests are rerun after deleting firm-years in which a female serving on the
compensation committee is a CEO of another company in the same year. Doing so removes
female directors that may be less willing to pay higher compensation because they
themselves receive lower compensation as CEOs in other firms; however, this did not change
results.?! We also test the effect of directors who are serving on the compensation committee

for the first time measured by the use of an indicator variable. First time servers may have the

19 The financial services industry (GICS 40) is regulated and known for high levels of executive compensation.
Although industry indicators are included in the models, it is possible that the financial industry is influencing
the results.
20 The inclusion of additional governance variables did not reduce the size or significance of the gender-diverse
compensation committee variable. The majority of female directors in the sample are independent directors as
opposed to executive directors and thus examining only independent female directors did not alter results.
2L There are many articles in the mainstream press that argue female business leaders receive lower
compensation due to some form of gender discrimination; however, recent research shows this is not the case
for CEOs (Bugeja et al., 2012).

19



effect of lowering compensation as they are unaware of the pay setting process. Nevertheless,

including this variable did not change results and it was not significant.

Finally, we also test the association between levels of excess CEO compensation and
gender-diverse compensation committees. We regress excess compensation (%Excess) on our
gender-diverse measure while controlling for other governance factors (including board size,
percentage of independent directors, independent compensation committees, CEO chair
duality and CEO share holdings, and industry and year). We find that gender-diverse
compensation committees are associated with lower levels of excess compensation
(significant at the 1% level). These results indicate that gender-diverse compensation
committees not only lower the levels of CEO compensation as shown in Table 7, but they
also contract more efficiently resulting in CEO compensation contracts that are determined to
a greater degree by the economic characteristics of the firm (hence resulting in a lower

measure of excess compensation).

5. DISCUSSION AND CONCLUSION

Our findings make a number of important contributions. First, after controlling for the
economic and governance characteristics of the firm, we find statistically reliable evidence
that gender-diverse compensation committees are associated with lower levels of CEO
compensation and excess compensation. These findings are consistent with the literature
highlighting that gender-diversity of boards and board subcommittees can have economic
effects, and underscore the economic benefit of the current public policy debate
recommending board gender-diversity. Second, our results extend Core et al. (1999) by
suggesting that gender-diversity of the compensation committee may be one factor that leads
to 'stronger' governance, at least in terms of reducing the association between excess CEO

compensation and firm performance. Third, our study suggests that just as policy makers
20



make recommendations with respect to the independence of audit committees of the board,
they could consider the need for gender-diversity of the compensation committee. This may
be a less costly way of minimizing CEOs' excess pay than the Say on Pay legislation and/or

prescribing target/limits for CEO pay.

We also need to recognise some of the limitations of our study. First, we do not
document why women are intrinsically different from men, we simply document some
associations between gender-diverse and non-gender-diverse compensation committees and
CEO compensation. Second, our results are a joint test of our predictions and our modelling
of excess compensation of CEOs. Future researchers may develop more refined models of
excess compensation in the future. Finally, future research could address whether the sex of

the CEO is associated with gender-diversity of boards.
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Table 1

Sample by Year and Industry

Panel A: Frequency of firms with female directors on compensation committee by year

Firms with Femdirs on

% Firms with Femdirs on

Year No. of Firms Compensation Committee  Compensation Committee
2002 923 293 31.74
2003 981 347 35.37
2004 1,068 380 35.58
2005 1,085 394 36.31
2006 1,211 458 37.82
2007 1,554 588 37.84
2008 1,329 512 38.53
2009 1,247 468 37.53
Total 9,398 3,440 36.60

Panel B: Frequency of firms with female directors on compensation committee by industry

Firm-years with Femdirs
on Compensation

Industry (2 digit GICS) No. of Firm-years Committee % Firm-years
Energy 508 90 17.72
Materials 598 230 38.46
Industrials 1,456 534 36.68
Consumer Discretionary 1,619 716 44.22
Consumer Staples 473 284 60.04
Health Care 998 349 34.97
Financials 1,314 480 36.53
Information Technology 1,856 476 25.65
Telecommunications 94 25 26.60
Utilities 482 256 53.11
Total 9,398 3,440 36.60
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Table 2 Descriptive statistics for the total sample (N = 9,398)

Variable Mean Median Std Dev Q1 Q3
Total comp ($°000) 5,248.94 3,139.98 7,121.68 1,528.45 6,270.22
Equity ($°000) 2,901.76 1,316.68 5,339.99 239.20 3,429.61
Bonus ($°000) 614.73 1.26 2,000.03 0.00 636.30
Femdir% 0.10 0.09 0.08 0.00 0.14
F_ccomp% 0.11 0.00 0.17 0.00 0.25
Bdsize 9.36 9.00 2.54 8.00 11.00
CompCommitteeSize 3.58 3.00 1.14 3.00 4.00
Inddirs% 0.72 0.75 0.15 0.63 0.83
Indcompcom 0.81 1.00 0.40 1.00 1.00
CEO_tenure 8.16 6.00 7.91 3.00 11.00
CEO_chair 0.61 1.00 0.49 0.00 1.00
CEO _firstyear 0.05 0.00 0.21 0.00 0.00
CEObpct 0.09 0.00 0.28 0.00 0.00
Sale ($million) 6,077.84 1,484.49 17,694.19 563.61 4,477.80
BMV 0.69 0.68 0.27 0.48 0.88
DE 2.37 1.19 27.20 0.59 2.27
RET 0.39 0.07 6.18 -0.19 0.43
ROA 0.09 0.08 0.10 0.04 0.14
Std3RET 1.38 0.35 23.50 0.19 0.68
Std3ROA 0.03 0.02 0.04 0.01 0.04

AT ($million) 14,584.51 2,014.72 84,006.03 698.35 6,657.08
Mkval ($million) 7,875.01 1,789.21 24,443.83 706.24 5,190.14

Total comp is equal to Execucomp's TDC1, which comprises the CEO's: salary, bonus, other annual compensation, total value of restricted
stock granted, total value of stock options granted (using Black-Scholes), long-term incentive payouts and all other total (in thousands of
dollars). Equity is the dollar value of restricted stock granted and options granted. Bonus is the dollar value of bonus earned during the fiscal
year (in thousands of dollars). Femdir% is the fraction of directors that are female. F_ccomp% is the fraction of the compensation committee
that is made up of female directors. Bdsize represents the number of directors on the board. CompCommitteeSize is the size of the
compensation committee. Inddirs% is the fraction of directors that are independent. Indcompcom is an indicator variable equal to 1 if the
compensation committee is comprised wholly of independent members, 0 otherwise. CEO_tenure is the number of years of service of the
current CEO. CEO_chair is an indicator variable equal to 1 if the CEO is also the chair of the board, 0 otherwise. CEQO_firstyear is an
indicator variable equal to 1 if it is the CEOQ's first year at that firm, 0 otherwise. CEO5pct is an indicator variable equal to 1 if the CEO
owns five percent or more of the company's shares. Sale represents gross sales reduced by cash discounts, trade discounts, returned sales and
allowances for which credit is given to customers (measured in millions of dollars). BMV (book to market value) is measured as total
common equity divided by market value (measured in millions of dollars). DE equals average total liabilities divided by average total assets
(in millions of dollars). RET is the annual stock return. ROA is the annual return on assets (EBIT/avgAT). Std3RET and Std3ROA represent
the three year standard deviation of RET and ROA respectively. AT is the yearly average total assets (in millions of dollars). Mkval is equal
to the closing fiscal year share price multiplied by closing common shares outstanding (in millions of dollars).
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Table 3 Pearson Correlation Matrix

v @ 6 @6 6 6 O @© © @@ @) d2 13 @4 d5 (s @11 (38 (19

(1) Total Comp 100 089 049 012 006 022 008 002 -002 011 001 -006 041 -0.07 006 003 011 001 -0.05

(2) Equity 100 024 0.09 004 016 0.06 002 -004 0.07 003 -005 032 -008 004 000 0.08 003 -0.01
(3) Bonus 1.00 002 -001 010 -004 -001 005 008 -001 000 018 -001 0.04 o0.07 0.08 002 -0.04
(4) Femdir% 1.00 052 024 017 0.04 -0.12 005 0.02 -0.09 019 0.00 007 -0.01 0.08 -0.06 -0.16
(5) F_ccomp% 100 012 010 004 -009 000 001 -007 012 002 0.05 -002 004 -0.03 -0.10
(6) Bdsize 100 0112 -0.02 -0.11 -0.00 003 -0.13 033 015 024 -005 -0.02 -0.15 -0.28
(7) Inddirs% 100 047 -017 013 -001 -0.20 011 o0.07 007 -0.05 -0.04 -0.08 -0.07
(8) 1.00 -001 003 -001 -003 003 003 -000 -0.00 -0.00 -0.04 -0.00
Indcompcom

9) 100 031 -023 041 -007 -000 -0.03 -0.03 0.04 000 -0.02
CEO_tenure

(10) 1.00 -017 014 009 -001 002 004 005 001 -0.06
CEO_chair

(11) 1.00 -006 000 -001 0.00 -0.02 -0.02 -0.00 0.02
CEO _firstyear

(12) CEO5pct 1.00 -0.07 -0.04 -003 0.01 003 0.03 0.04
(13) Sale 1.00 0.02 010 -0.02 0.05 -0.06 -0.13
(14) BMV 1.00 022 -026 -0.58 -0.15 -0.16
(15) DE 1.00 -0.03 -0.13 -0.07 -0.15
(16) RET 1.00 015 025 0.03
(17) ROA 1.00 010 -0.11
(18) Std3RET 1.00 0.19
(19) Std3ROA 1.00

Total comp is equal to Execucomp's TDC1, which comprises the CEO's: salary, bonus, other annual compensation, total value of restricted stock granted, total value of stock options granted (using Black-Scholes),
long-term incentive payouts and all other total (in thousands of dollars). Equity is the dollar value of restricted stock granted and options granted. Bonus is the dollar value of bonus earned during the fiscal year (in
thousands of dollars). Femdir% is the fraction of directors that are female. F_ccomp% is the fraction of the compensation committee that is made up of female directors. Bdsize represents the number of directors on the
board. Inddirs% is the fraction of directors that are independent. Indcompcom is an indicator variable equal to 1 if the compensation committee is comprised wholly of independent members, 0 otherwise. CEO_tenure
is the number of years of service of the current CEO. CEO_chair is an indicator variable equal to 1 if the CEO is also the chair of the board, 0 otherwise. CEO_firstyear is an indicator variable equal to 1 if it is the
CEO's first year at that firm, 0 otherwise. CEO5pct is an indicator variable equal to 1 if the CEO owns five percent or more of the company's shares. Sale represents gross sales reduced by cash discounts, trade
discounts, returned sales and allowances for which credit is given to customers (measured in millions of dollars). BMV (book to market value) is measured as total common equity divided by market value (measured in
millions of dollars). DE equals average total liabilities divided by average total assets (in millions of dollars). RET is the annual stock return. ROA is the annual return on assets (EBIT/avgAT). Std3RET and Std3ROA
represent the three year standard deviation of RET and ROA respectively.




Table 4
Pooled cross-sectional regressions of CEO compensation on Board gender-diversity
Comp = Femdir + Bdsize + Inddirs% +Indcompcom + Log(CEO_tenure) + CEO_chair + CEO_firstyear + CEO5pct +
Log(Sale) + BMV + DE + RET + ROA + Log(Std3RET) + Log(Std3ROA) + Industry Indicators + Year Indicators

Parameter Total Equity Bonus Total Comp Equity Bonus
Comp
1) ) ) (4) ©) (6)
Intercept 4.16%** 3.38*** -4700.24%**  4.16*** 3.39%** -4605.21%**
(33.23) (17.64) (-8.73) (33.27) (17.71) (-8.58)
Femdir 0.04 -0.01 -429.52***
(1.39) (-0.13) (-3.71)
Femdir% 0.18 0.09 -2789.38***
(1.16) (0.37) (-3.89)
Bdsize 0.00 -0.01 37.40 0.01 -0.01 24.48
(0.89) (-1.37) (1.55) (1.15) (-1.48) (1.06)
Inddirs% 0.50*** 0.46*** -669.16* 0.51%** 0.45)**=* -685.43*
(5.65) (3.08) (-1.75) (5.67) (3.03 (-1.79)
Indcompcom -0.01 -0.05 209.43 -0.01 -0.05 218.79*
(-0.42) (-0.99) (1.58) (-0.44) (-0.98) (1.65)
Log(CEO_tenure) -0.01 -0.02 326.92%** -0.01 -0.02 321.80***
(-0.37) (-0.88) (4.47) (-0.37) (-0.84) (4.40)
CEO_chair 0.16*** 0.21%** 183.07 0.16*** 0.21%** 186.75*
(6.29) (5.26) (1.63) (6.29) (5.25) (1.66)
CEO_firstyear 0.01 0.16* 775.16%** 0.01 0.17* 771.09***
(0.09) (1.71) (2.95) (0.09) (1.72) (2.94)
CEO5pct -0.37%*= -0.11 -320.84* -0.37*** -0.11 -321.38*
(-7.52) (-1.52) (-1.87) (-7.53) (-1.51) (-1.87)
Log(Sale) 0.43*** 0.54*** 412.12%** 0.43*** 0.53*** 413.08***
(40.34) (36.08) (10.06) (40.55) (36.27) (10.09)
BMV -0.33%** -0.92%** 490.87* -0.33*** -0.92 466.95*
(-5.65) (-9.81) (1.94) (-5.65) (-9.80) (1.85)
DE -0.01**= -0.01**= -37.18*** -0.01*** -0.01*** -36.79***
(-2.68) (-3.06) (-2.68) (-2.68) (-3.08) (-2.66)
RET 0.04*** -0.08*** 136.30** 0.04*** -0.08*** 131.09**
(2.72) (-3.43) (2.38) (2.73) (-3.41) (2.28)
ROA 0.00 -0.62%** 3217.80*** 0.00 -0.62%** 3189.58***
(0.03) (-2.59) (4.99) (0.02) (-2.58) (4.95)
Log(Std3RET) 0.01 0.12* 52.02 0.00 0.12** 54.73
(0.14) (1.95) (0.37) (0.12) (1.97) (0.39)
Log(Std3ROA) 0.61* 2.22%** 101.77 0.60* 2.24%%** 101.42
(1.67) (4.40) (0.92) (1.65) (4.43) (0.91)
Industry Indicators Yes Yes Yes Yes Yes Yes
Year Indicators Yes Yes Yes Yes Yes Yes
Adj R-Sq 0.4091 0.3212 0.4091 0.3212
F value 134.05*** 72.56*** 134.02*** 12.57***
Sigma 3138.04*** 3137.77***
No. of zero bonus 2867 2867
N 5,958 4,690 5,958 5,958 4,690 5,958

* s significant at 10%, ** is significant at 5%, and *** is significant at 1%. Economic variables have been winsorized to the 0.05 and 99.5
percentiles. Total comp and equity t-statistics are based on White's (1980) heteroskedasticity-adjusted standard errors. OLS regressions are
used for Total comp and Tobit regressions are used on the dollar value of Bonus. Total Comp is the natural log of Execucomp's TDCL1,
which comprises the CEO's: salary, bonus, other annual compensation, total value of restricted stock granted, total value of stock options
granted (using Black-sScholes), long-term incentive payouts and all other total (in thousands of dollars). Equity is the natural logarithm of
the dollar value of restricted stock granted and options granted. Bonus is the dollar value of bonus earned during the fiscal year (in thousands
of dollars). Femdir is an indicator variable equal to 1 if there is one or more female directors on the board, 0 otherwise. Femdir% is the
fraction of the board that consists of female directors. Bdsize represents the number of directors on the board. Inddirs% is the fraction of
directors that are independent. Indcompcom is an indicator variable equal to 1 if the compensation committee is comprised wholly of
independent members, 0 otherwise. Log(CEO_tenure) is log plus 1 of the number of years of service of the current CEO. CEO_chair is an
indicator variable equal to 1 if the CEO is also the chair of the board, 0 otherwise. CEO_firstyear is an indicator variable equal to 1 if it is
the CEO's first year at that firm, 0 otherwise. CEO5pct is an indicator variable equal to 1 if the CEO owns five percent or more of the
company's shares. Log(Sale) is the natural logarithm of gross sales (in $mil) reduced by cash discounts, trade discounts, returned sales and
allowances for which credit is given to customers. BMV (book to market value) is measured as total common equity divided by market value
(measured in millions of dollars). DE equals average total liabilities divided by average total assets (in millions of dollars). RET is the
annual stock return. ROA is the annual return on assets (EBIT/avgAT). Log(Std3RET) and Log(Std3ROA) represent the natural log of the
three year standard deviation of RET and ROA respectively.




Table 5
Pooled cross-sectional regressions of CEO compensation on compensation committee gender-diversity
Comp = F_ccomp + Bdsize + Inddirs% +Indcompcom + Log(CEO_tenure) + CEO_chair + CEO_firstyear + CEO5pct +
Log(Sale) + BMV + DE + RET + ROA + Log(Std3RET) + Log(Std3ROA) + Industry Indicators + Year Indicators

Parameter Total Equity Bonus Total Comp Equity Bonus
Comp
)) ) 3) (4) ©) (6)

Intercept 4.23 3.44%x* -3918.73%**  4.24*** 3.45%** -3873.06***
(43.93) (23.45) (-10.16) (44.06) (23.16) (-10.06)

F_ccomp -0.05*** -0.07*** -290.39***
(-2.91) (-2.69) (-3.85)

F_ccomp% -0.14%** -0.21** -876.04***

(-2.74) (-2.57) (-4.03)

Bdsize 0.01*** -0.01 -2.07 0.01*** -0.01 -4.28
(3.06) (-1.01) (-0.12) (2.96) (-1.09) (-0.26)

Inddirs% 0.54%** 0.50*** -1078.04*** 0.53*** 0.48*** -1137.39%**
(7.60) (4.13) (-3.79) (7.45) (4.02) (-4.02)

Indcompcom -0.02 -0.05 235.43** -0.02 -0.05 249.23**
(-0.98) (-1.45) (2.43) (-0.88) (-1.36) (2.57)

Log(CEO_tenure) -0.01 -0.01 197.51*** -0.01 -0.01 198.14***
(-0.57) (-0.66) (3.71) (-0.55) (-0.64) (3.72)

CEO_chair 0.18*** 0.20*** 248.76*** 0.18*** 0.20*** 246.71***
(8.93) (6.71) (3.08) (8.91) (6.69) (3.06)

CEO_firstyear -0.03 0.13* 555.27*** -0.03 0.13* 548.47***
(-0.52) (1.82) (3.04) (-0.54) (1.80) (3.02)

CEO5pct -0.37%*= -0.16*** -273.27** -0.37*** -0.16*** -275.02**
(-8.86) (-2.60) (-2.03) (-8.87) (-2.61) (-2.04)

Log(Sale) 0.42*** 0.52%** 374.06*** 0.42%** 0.52*** 372.81***
(53.54) (48.90) (13.36) (53.78) (48.83) (13.39)

BMV -0.43*** -1.02%** 627.32%** -0.43*** -1.03*** 626.56***
(-8.94) (-13.93) (3.27) (-8.95) (-13.94) (3.27)

DE -0.00 -0.01 -7.70 -0.00 -0.01 -7.43
(-0.64) (-1.57) (-0.94) (-0.62) (-1.57) (-0.91)

RET 0.03*** -0.08*** 188.09*** 0.03*** -0.08*** 186.91***
(2.63) (-4.49) (4.51) (2.62) (-4.51) (4.48)

ROA 0.15 -0.51** 3550.40*** 0.15 -0.51** 3543.14***
(1.04) (-2.54) (6.95) (1.03) (-2.56) (6.94)

Log(Std3RET) 0.05 0.13*** 6.19 0.05 0.13*** 5.81
(1.56) (2.79) (0.06) (1.55) (2.79) (0.05)

Log(Std3ROA) 0.69** 2.38*** 645.76*** 0.70** 2.39%** 664.49***
(2.27) (5.53) (8.66) (2.29) (5.56) (8.90)

Industry Indicators Yes Yes Yes Yes Yes Yes

Year Indicators Yes Yes Yes Yes Yes Yes

Adj R-Sq 0.4422 0.3552 0.4423 0.3552

F value 241.36*** 135.20%** 241.36*** 135.18***

Sigma 2823.73*** 2823.46***

No. of zero bonus 4671 4671

N 9,398 7,552 9,398 9,398 7,552 9,398

* s significant at 10%, ** is significant at 5%, and *** is significant at 1%. Economic variables have been winsorized to the 0.05 and 99.5
percentiles. Total comp and equity t-statistics are based on White's (1980) heteroskedasticity-adjusted standard errors. OLS regressions are
used for Total comp and Tobit regressions are used on the dollar value of Bonus. Total Comp is the natural log of Execucomp's TDCL1,
which comprises the CEO's: salary, bonus, other annual compensation, total value of restricted stock granted, total value of stock options
granted (using Black-sScholes), long-term incentive payouts and all other total (in thousands of dollars). Equity is the natural logarithm of
the dollar value of restricted stock granted and options granted. Bonus is the dollar value of bonus earned during the fiscal year (in thousands
of dollars). F_ccomp is an indicator variable equal to 1 if there is one or more female directors on the compensation committee, O otherwise.
F_ccomp% is the fraction of the compensation committee that consists of female directors. Inddirs% is the fraction of directors that are
independent. Bdsize represents the number of directors on the board. Inddirs% is the fraction of directors that are independent. Indcompcom
is an indicator variable equal to 1 if the compensation committee is comprised wholly of independent members, O otherwise.
Log(CEO_tenure) is log plus 1 of the number of years of service of the current CEO. CEO_chair is an indicator variable equal to 1 if the
CEOQ is also the chair of the board, 0 otherwise. CEO_firstyear is an indicator variable equal to 1 if it is the CEO's first year at that firm, 0
otherwise. CEO5pct is an indicator variable equal to 1 if the CEO owns five percent or more of the company's shares. Log(Sale) is the
natural logarithm of gross sales (in $mil) reduced by cash discounts, trade discounts, returned sales and allowances for which credit is given
to customers. BMV (book to market value) is measured as total common equity divided by market value (measured in millions of dollars).
DE equals average total liabilities divided by average total assets (in millions of dollars). RET is the annual stock return. ROA is the annual
return on assets (EBIT/avgAT). Log(Std3RET) and Log(Std3ROA) represent the natural log of the three year standard deviation of RET and
ROA respectively.
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Table 6
Descriptive statistics of matched firms with an all-male compensation committee and firms with a gender-
diverse compensation committee (N = 3,848)

All-male compensation Gender-diverse Wilcoxon-Mann-Whitney
committee firms compensation committee test on medians
(N=1,924) firms (N=1,924)
Parameter Mean Median Mean Median yA Pr>|Z]
Total comp ($°000)  5,472.88 3,496.47 5,166.57 3,409.75 0.52 0.61
Equity ($°000) 3,052.92 1,521.99 2,800.70 1,430.56 1.29 0.20
Bonus ($°000) 576.09 0.00 479.74 0.00 -0.13 0.90
Femdir% 0.12 0.11 0.12 0.11 -0.66 0.51
F_ccomp% 0.00 0.00 0.30 0.25 -62.02*** 0.00
Bdsize 9.85 10.00 9.81 10.00 0.79 0.43
Inddirs% 0.73 0.75 0.75 0.78 -2.95*** 0.00
Indcompcom 0.81 1.00 0.82 1.00 -041 0.68
CEO_tenure 7.95 5.00 7.12 5.00 1.63 0.10
CEO_chair 0.60 1.00 0.59 1.00 0.82 0.41
CEO _firstyear 0.05 0.00 0.06 0.00 -1.21 0.22
CEObpct 0.08 0.00 0.06 0.00 3.08*** 0.00
Sale ($million) 5,835.82 1,767.22 6,066.29 2,067.44 -2.64%** 0.01
BMV 0.69 0.70 0.70 0.71 -0.77 0.44
DE 2.72 1.29 1.42 1.36 -1.42 0.16
RET 0.28 0.04 0.23 0.05 -0.19 0.85
ROA 0.09 0.08 0.09 0.08 0.45 0.65
Std3RET 0.88 0.31 1.18 0.33 -1.74* 0.08
Std3ROA 0.03 0.02 0.02 0.01 2.06** 0.04
AT ($million) 17,599.74  2,434.76 15,468.28 2,752.78 -1.55 0.12
Mkval ($million) 8,217.53 2,049.93 7,467.04 2,139.05 -0.64 0.52

Total comp is equal to Execucomp's TDC1, which comprises the CEO's: salary, bonus, other annual compensation, total value of restricted
stock granted, total value of stock options granted (using Black-Scholes), long-term incentive payouts, and all other total (in thousands of
dollars). Equity is the dollar value of restricted stock granted and options granted. Bonus is the dollar value of bonus earned during the fiscal
year (in thousands of dollars). Femdir% is the fraction of directors that are female. F_ccomp% is the fraction of the compensation committee
that is made up of female directors. Bdsize represents the number of directors on the board. Inddirs% is the fraction of directors that are
independent. Indcompcom is an indicator variable equal to 1 if the compensation committee is comprised wholly of independent members, 0
otherwise. CEO_tenure is the number of years of service of the current CEO. CEO_chair is an indicator variable equal to 1 if the CEO is
also the chair of the board, 0 otherwise. CEQ_firstyear is an indicator variable equal to 1 if it is the CEO's first year at that firm, 0 otherwise.
CEOb5pct is an indicator variable equal to 1 if the CEO owns five percent or more of the company's shares. Sale represents gross sales
reduced by cash discounts, trade discounts, returned sales and allowances for which credit is given to customers (measured in millions of
dollars). BMV (book to market value) is measured as total common equity divided by market value (measured in millions of dollars). DE
equals average total liabilities divided by average total assets (in millions of dollars). RET is the annual stock return. ROA is the annual
return on assets (EBIT/avgAT). Std3RET and Std3ROA represent the three year standard deviation of RET and ROA respectively. AT is the
yearly average total assets (in millions of dollars). Mkval is equal to the closing fiscal year share price multiplied by closing common shares
outstanding (in millions of dollars).
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Table 7
Pooled cross-sectional regressions of CEO compensation using the matched subsample (N = 3,848)
Comp = F_ccomp + Bdsize + Inddirs% +Indcompcom + Log(CEO_tenure) + CEO_chair + CEO_firstyear + CEO5pct +
Log(Sale) + BMV + DE + RET + ROA + Log(Std3RET) + Log(Std3ROA) + Industry Indicators + Year Indicators

Parameter Total Equity Bonus Total Comp Equity Bonus
Comp
1) ) 3) (4) ©) (6)
Intercept 4.46%** 3.88*** -2096.58***  4.47*** 3.89%** -2098.08***
(28.80) (17.04) (-4.36) (28.83) (17.07) (-4.36)
F_ccomp -0.06** -0.07* -116.00
(-2.31) (-1.71) (-1.48)
F_ccomp% -0.19** -0.22* -233.26
(-2.29) (-1.71) (-0.98)
Bdsize 0.03*** -0.02* 15.77 0.03*** -0.02* 15.37
(4.41) (-1.75) (0.78) (4.31) (-1.82) (0.76)
Inddirs% 0.54%** 0.69*** -917.03*** 0.53*** 0.67*** -935.65***
(4.69) (3.29) (-2.66) (4.59) (3.23) (-2.71)
Indcompcom -0.03 -0.08 128.10 -0.03 -0.08 134.02
(-0.95) (-1.31) (1.14) (-0.83) (-1.25) (1.19)
Log(CEO_tenure) -0.02 -0.00 29.30 -0.02 -0.00 29.36
(-0.86) (-0.11) (0.47) (-0.89) (-0.13) (0.47)
CEO_chair 0.20*** 0.16*** 156.90* 0.20*** 0.16*** 157.72*
(6.51) (3.35) (1.70) (6.51) (3.35) (1.711)
CEO_firstyear -0.09 0.12 170.27 -0.09 0.12 167.08
(-1.15) (1.15) (0.87) (-1.18) (1.15) (0.85)
CEO5pct -0.37%*= -0.33** -163.79 -0.37*** -0.33** -159.22
(-4.90) (-2.51) (-0.96) (-4.90) (-2.51) (-0.93)
Log(Sale) 0.39*** 0.52*** 328.53*** 0.39*** 0.52*** 327.97***
(33.38) (29.94) (10.23) (33.48) (29.91) (10.21)
BMV -0.53*** -1.08*** 55.12 -0.53*** -1.09%** 50.38
(-7.09) (-9.62) (0.24) (-7.112) (-9.65) (0.22)
DE 0.00 0.00 7.40%* 0.00 0.00 7.45%*
(0.40) (0.74) (2.42) (0.42) (0.76) (2.43)
RET 0.01*** 0.01 35.76* 0.01*** 0.01 35.90*
(3.33) (1.42) (1.74) (3.32) (1.40) (1.75)
ROA 0.14 -0.65** 1806.86*** 0.13 -0.65** 1798.26***
(0.59) (-2.11) (2.91) (0.56) (-2.12) (2.90)
Log(Std3RET) 0.01 0.01 -13.19 0.01 0.01 -14.63
(0.95) (0.73) (-0.33) (0.93) (0.72) (-0.36)
Log(Std3ROA) 0.02 0.06*** 86.79** 0.02 0.06*** 87.67**
(1.63) (2.64) (2.22) (1.62) (2.64) (2.24)
Industry Indicators Yes Yes Yes Yes Yes Yes
Year Indicators Yes Yes Yes Yes Yes Yes
Adj R-Sq 0.4225 0.3304 91.88*** 0.3305
F value 91.80*** 49.86*** 0.4228 49.88***
Sigma 2008.66*** 2009.43***
No. of zero bonus 2,112 2,112

For tests on equity compensation N is reduced to 3,070 matched observations. * is significant at 10%, ** is significant at 5%, and *** is
significant at 1%. Economic variables have been winsorized to the 0.05 and 99.5 percentiles. Total comp t-statistics are based on White's
(1980) heteroskedasticity-adjusted standard errors. OLS regressions are used for Total comp and Tobit regressions are used on the dollar
value of Bonus. Total Comp is the natural log of Execucomp's TDC1, which comprises the CEO's: salary, bonus, other annual
compensation, total value of restricted stock granted, total value of stock options granted (using Black-sScholes), long-term incentive
payouts and all other total (in thousands of dollars). Equity is the natural logarithm of the dollar value of restricted stock granted and options
granted. Bonus is the dollar value of bonus earned during the fiscal year (in thousands of dollars). F_ccomp is an indicator variable equal to
1 if there is one or more female directors on the compensation committee, 0 otherwise. F_ccomp% is the fraction of the compensation
committee that consists of female directors. Inddirs% is the fraction of directors that are independent. Bdsize represents the number of
directors on the board. Inddirs% is the fraction of directors that are independent. Indcompcom is an indicator variable equal to 1 if the
compensation committee is comprised wholly of independent members, 0 otherwise. Log(CEO_tenure) is log plus 1 of the number of years
of service of the current CEO. CEO_chair is an indicator variable equal to 1 if the CEO is also the chair of the board, 0 otherwise.
CEO _firstyear is an indicator variable equal to 1 if it is the CEQO's first year at that firm, 0 otherwise. CEO5pct is an indicator variable equal
to 1 if the CEO owns five percent or more of the company's shares. Log(Sale) is the natural logarithm of gross sales (in $mil) reduced by
cash discounts, trade discounts, returned sales and allowances for which credit is given to customers. BMV (book to market value) is
measured as total common equity divided by market value (measured in millions of dollars). DE equals average total liabilities divided by
average total assets (in millions of dollars). RET is the annual stock return. ROA is the annual return on assets (EBIT/avgAT). Log(Std3RET)
and Log(Std3ROA) represent the natural log of the three year standard deviation of RET and ROA respectively.
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Pooled cross-sectional regressions of excess compensation on subsequent ROA

Table 8

ROA = ExcessComp + Log(Sale + BMV + Log(Std3ROA) + Industry Indicators + Year Indicators

All-male (N=2,840)

Gender-diverse (N=1,578)

Pooled (N=4,418)

Intercept
%EXxcess
Log(Sale)
BMV

Log(Std3ROA)

F_ccomp*%Excess

Industry Indicators

Year Indicators
Adj R-Sq
F value

ROAL
0.191%**
(17.04)
-0.004***
(-2.60)
0.007***
(7.19)
-0.208***
(-34.64)
-0.215%**
(-3.69)

Yes
Yes
0.47
131.45%**

ROA2 avgROA3
0.192*** 0.184***
(14.89) (16.26)
-0.007*** -0.007***
(-3.99) (-4.65)
0.005*** 0.005***
(4.47) (5.68)
-0.173*** -0.173***
(-23.65) (-27.46)
0.217%** -0.207***
(-3.30) (-3.87)
Yes Yes

Yes Yes

0.32 0.38
70.96*** 93.50***

ROAL
0.203%**
(19.19)
0.002
(0.97)
0.006***
(6.82)
-0.216
(-32.47)
-0.040
(-0.53)

Yes
Yes
0.58
115.68***

ROA2 avgROA3
0.179*** 0.186***
(12.69) (15.46)
-0.002 -0.001
(-0.75) (-0.49)
0.007*** 0.006***
(5.14) (6.07)
-0.175*** -0.182***
(-19.23) (-24.72)
-0.045 -0.108
(-0.45) (-1.27)
Yes Yes

Yes Yes

0.34 0.43

42 .85*** 63.45%**

ROA1
0.197***
(25.19)
-0.004***
(-2.63)
0.006***
(9.76)
-0.212***
(-46.44)
-0.174***
(-3.63)
0.006**
(2.35)
Yes

Yes

0.50
221.58***

ROA2
0.188***
(20.11)
-0.007***
(-4.08)
0.006***
(7.05)
-0.175***
(-30.52)
-0.172***
(-3.10)
0.005
(1.47)
Yes

Yes

0.32
106.57***

avgROA3
0.186***
(22.71)
-0.007***
(-4.74)
0.006***
(8.39)
-0.177***
(-36.55)
-0.182***
(-3.98)
0.006**
(2.14)

Yes

Yes

0.40
145.84***

* is significant at 10%, ** is significant at 5%, and *** is significant at 1%. t-statistics are based on White's (1980) heteroskedasticity-adjusted standard errors. ROA1(ROAZ2) is the return on
assets for the subsequent one (two) year(s) after compensation was awarded. AvgROAS is the average return on assets over the subsequent three years from which compensation was awarded.

%EXxcess is equal to the natural logarithm of actual compensation less the natural logarithm of expected compensation. Log(Sale) is the natural logarithm of gross sales (in $mil) reduced by cash

discounts, trade discounts, returned sales and allowances for which credit is given to customers. BMV (book to market value) is measured as total common equity divided by market value
(measured in millions of dollars). Log(Std3ROA) represent the natural log of the three year standard deviation of ROA.




